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D. Fringe benefits and payroll taxes must be allocated to other operating costs in the 
same proportion to salaries reported under dietary, laundry and linen, housekeeping, plant 
operation and maintenance services, and the general and administrative categories. 

E. For any nursing facility that cannot separately report each salary component of an 
operating cost category, the Department shalldetermine the fringe benefits and payroll taxes to 

*--. ._ > ;. 1 .< -. 4.w allocatedunder thissubpart accordingthe following: , . 

(1 )  The Department shall sum the allowable salaries for all nursing facilities 
separately reporting allowable salaries in each cost category, by cost category and in total 

(2) The Department shall determine the ratio of the total allowable salaries in each 
cost category to the total allowable salaries in all cost categories, based on the totals in subitem 
(1). 

(3) The nursing facility's total allowable fringe benefits and payroll taxes must be 
multiplied by each ratio determined in subitem (2) to determine the amount of payroll taxes and 
fringe benefits allocated to each cost category for the nursing facility under this item. 

(4)I f  a nursing facility's salary for any nursing, dietary, laundry, housekeeping. 
plant operation and maintenance, other care-related services and general and administrative 
operating cost categories, is zero andthe services provided to the nursing facility i n  that 
operating cost category are not performed by a related organization, the nursing facility must 
reclassify one dollar to a salary cost line in the operating.cost category. 

For rate years beginning on or after July 1,  1989, the Department shall include a nursing 
facility's reported public employee retirement act contribution for the reporting year as 
apportioned to the care-related operating cost categories multiplied by the appropriate 
composite index. 

SECTION 8.020 Determination of food costs. The Department shall determine the costs of' 
food to be included in other care-related costs accordingto items A and B. 

A. For any nursing facility separately reporting food costs, food costs shall bethe 
allowable food costs as reported under the dietary services cost category. 

B. For any nursing facility that cannot separately report the cost of food under the 
dietary services cost category, the Department shall determine the average ratio of food costs 
to total dietary costs for all nursing facilities that separately reported food costs. The nursing 
facility's total allowable dietary costs must be multiplied by the average ratio to determine the 
food costs for the nursing facility. 

.5 
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For rate years beginning on or after July 1, 1987 the Department shall adjust the rates of a 
nursing facility that meets the criteria for the special dietary needs of its residents. The 
adjustment for raw food cost shall be the difference between the nursing facility's allowable 
historical raw food cost per diem and 115 percent of the median historical allowable raw food 
cost per diem of the corresponding geographic group. 

SECTION 8.030 Determination of dietician consulting fees. The Department shall 
determine the dietician consulting fees to be included in other care-related costs according to 
items A and B. 

A. For any nursing facility separately reporting dietician consulting fees, the dietician 
consulting fees shall be the allowable dietician consulting fees reported under the dietary 
services cost category. 

B. For any nursing facility that has not separately reported dietician consulting fees. 
the Department shall determine the average cost perlicensed bed of allowable dietician 
consulting feesfor all nursing facilities that separatelyreporteddieticianconsulting fees. The . 
nursing facility's total number of licensed beds must be multiplied by the average cost per bed 
to determine the dietician consulting fees for the nursing facility. 

SECTION 9.000 DETERMINATION OF THE ALLOWABLE HISTORICAL 
OPERATING COST PER DIEMS 

SECTION 9.010 Review and adjustment of costs. The Department shall annual$ review and 
adjust the operating costs reported by the nursing facility during :he reporting year preceding 
the rate year to determine the nursing facility's actual allowable historical operating costs. 

SECTION 9.020 Standardized resident days. Each nursing facility's standardized resident 
days must be determined in accordance with items A to B. 

A.  The nursing facility's resident days for the reporting year in each resident class 
must be multiplied by the weight for that resident class. 

B. The amounts determined in item A must be summed to determine the nursing 
facility's standardized resident days for the reporting year. 

SECTION 9.030 Allowable historical case mix operating cost standardized per diem. 
Until July 1, 1999, the allowable historical case mix operating cost standardized per diem must 
be computed by the standardized resident days determined in Section 9.020. 
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SECTION 9.040 Allowable historical other care-related operating cost per diem. Until 
July 1, 1999, the allowable historical other care-related operating cost per diem must be 
computed by dividing the allowable historical other care-related operating costs by the number 
of resident days in the nursing facility's reporting year. 

. .* , '.,.-- .. . .. 
SECTION 9.050 Allowable historical other operating cost per diem. Until July 1, 1999, 

. ._ ?i .r .~~.aWow~le-histori~~lotheroperatingcostperdiem must be computed.by:dividing the 
allowable historical other operating costs by the number of resident days in the nursing 
facility's reporting-year. 

SECTION 10.000 DETERMINATION OF OPERATING COST ADJUSTMENT 
FACTORS AND LIMITS 

SECTION 10.010 Annual adjustment factors through June 30, 1999. The annual 
adjustment factors will be determined according to items A and C. 

A. The forecasted consumer price index for a nursing facility's allowable operating 
cost per diems shall be determined using Data Resources, Inc. forecast for the change in the 
nursing facility market basket between the mid point of the reporting year and the mid point of 
the rate year. For these purposes, the indices as forecasted by Data Resources, Inc. in the 
fourth quarter of the calendar year preceding the rate year will be utilized. 

B. For rate years beginning on or after July 1, 1994, the Department will index the 
prior year's operating cost limits by the percentage change in the Data Resources, Inc., nursing 
home market basket between the midpoint of the current reporting year and the midpoint of the 
previous reporting year. The Department will use the indices as forecasted by Data Resources, 
Inc., in the fourth quarter of the calendar year preceding the rate year. 

C. For the nine month rate period beginning October 1. 1992, the 21-month inflation 
factor for operating costs in item B shall be increased by an annualization of seven-tenths of 
one percent rounded to the nearest tenth percent. 

SECTION 10.020 Base year limits. Until July 1, 1999, for each geographic group thebase 
year operating costs limits must be determined according to items A and B.  No 
redetermination of the base year operating costs limits shall be made due to audit adjustments 
or appeal settlement. For purposes of this section, a new base year is established for the rate 
year beginning July 1, 1992, and July 1, 1993. 

A .  The adjusted care-related limitsmustbeindexed as in Sections 11.010 and 11.020. 
The adjusted other operating cost limits must be indexed as in Sections 11.030 and 11.040. 
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B. The Department shall disallow any portion of the general and administrative cost 
category, exclusive of fringe benefits and payroll taxes, that exceeds the percent of the 
allowable expenditures in all operating cost categories except fringe benefits, payroll taxes, and 
general and administrative as in subitems (1) to (3). For the purpose of computing the amount 
of disallowed general and administrative cost, the nursing facility's professional liability and 
property insurance must be excluded from the general and administrative cost category. For 
purposes of this item, the term property insurance means general liability coverage for personal 
injury incurred on the nursing facility property and coverage against loss or damage to the 
building, building contents, and the property of others on the premises of the nursing facility. 
Property insurance does not include any coverage for items such as automobiles, loss of 
earnings, and extra expenses. 

(1) If the nursing facility's licensed beds exceed 195 licensed beds, the general and 
administrative cost category limitation shall be 13 percent. 

(2) If the nursing facility's licensed beds are more than 150 licensed beds. but less 
than 196 licensed beds, the general and administrative cost category limitation shall be 14 
percent; or 

(3) If' the nursing facility's licensed beds is less than 151 licensed beds, the general 
and administrative cost category limitation shall remain at 15 percent. 

SECTION 10.030 Indexed limits. Until July 1,  1999, the total care related operating cost 
limit and the other operating cost limit must be determined under items A and B. 

A. The annual adjustment factor for case mix and other care related operating costs for 
the current reporting year as determined in Section 10.010 must be divided by the 
corresponding annual adjustment factor for the previous reporting year. 

B. The annual adjustment factor for other operating costs for the current reporting year 
as determined in Section 10.010 must be divided by the corresponding annual adjustment factor 
for the previous reporting year. 

SECTION 11.000 DETERMINATION OF OPERATING COST PAYMENT RATE 

SECTION 11.010 Nonadjusted case mix and other care-related payment rate. Until July 
1 ,  1999, for each nursing facility, the nonadjusted case mix and other care-related payment 
rate for each resident class must be determined according to items A to D.  

I 

A. The nursing home's allowable historical case mix operating cost standardized per 
diem must be multiplied by the weight for each resident class. 
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B. The allowable historical other care-related operating cost per diem must be added to 
each weighted per diem established in item A. 

C. If the amount determined in item B for each resident class is below the limit for that 
resident class and group item C, the nursing facility's nonadjusted case mix and other care­
related payment rate must be the amount determined in item B for each resident class. 

- . _ . . _ . . . ,  - . .r - - .. j .  . .  , .  . _  

D. If the amount determined in item B for each resident class is at or above the limit 
for that resident class and group, the nursing facility's nonadjusted case mix and other care­
related payment rate must be set at the limit. 

SECTION 11.020 Adjusted prospective case mix and other care-related payment rate. 
Until July 1, 1999, for each nursing facility, the adjusted prospective case mix and other care­
related payment rate for each resident class must be the nonadjusted case mix and other care­
related payment rate multiplied by the case mix and other care-related adjustment factor. )ft)tc 

SECTION 11.030 Nonadjusted other operating costpayment rate. Until July 1 ,  1999, the 
nonadjusted other operating cost payment rate must be determined according to items A and B.  

A. I f  the allowable historical other operating cost per diem is below the limit for that 
group the nursing facility's nonadjusted other operating cost payment rate must be the 
allowable historical other operating cost per diem. 

B. If  the allowable historical other operating cost per diem is at or above the l i m i t  for 
that group the nursing facility's nonadjusted other operating cost payment rate must be set at 
that limit. 

SECTION 1 1.040 Adjusted prospective other operating cost payment rate. The adjusted 
prospective other operating cost payment rate must be determined according to items A to E. 

A.  Except as provided in item B, i f  the nursing facility's nonadjusted other operating 
cost payment rate is below the limit for that group, the nursing facility's adjusted prospective 
other operating cost payment rate must be the nonadjusted other operating cost payment rate 
determined in Section 1 1.030, item A, multiplied by the other operating cost adjustment factor 
plus, for the rate years before July 1 ,  1999, an efficiency incentive equal to the difference 
between the other operating cost limits in each geographic group and the nonadjusted other 
operating cost payment rate in Section 11.030, up to the maximum set forth in Section 4-4~045 
11.047, item B C. 
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B. For any short length of stay facility and any nursing facility licensed on June 1 ,  
1983 by the Department to provide residential services for the physically handicapped that is 
under the limits, the nursing facility's adjusted prospective other operating cost payment rate 
must be the nonadjusted other operating cost payment rate determined in Section 11.030, item 
A, multiplied by the other operating cost adjustment factor determined in Section 10.010, item 
B, plus, for.the rate years before July 1, 1999, an efficiency incentive equal to the difference 
between the other operating cost limits for hospital attached nursing facilities in each 
geographic group, and the nonadjusted other operating cost payment rate in Section 1 1.030, up 
to the maximum set forth in Section +k645 11.047, item BC. 

C. If the nursing facility's nonadjusted other operating cost payment rate is at or above 
the limit for that group, the nursing facility's adjusted prospective other operating cost payment 
rate must be the nonadjusted other operating cost payment rate determined in Section 11.030, 
item B, multiplied by the other operating cost adjustment factor determined in Section 10.010, 
item B. 

SECTION 1 1.042 Efficiency incentive reductions for substandard care. For rate years 
beginning on or after July 1 ,  1991, the efficiency incentive established in Section +HI45 
11.047, item D C, shall be reduced or eliminated for nursing facilities determined by the 
Commissioner of health to have uncorrected or repeated violations which create a risk to 
resident care, safety, or rights, except for uncorrected or repeated violations relating to a 
facility's physical plant. Upon being notified by the Commissioner of health of uncorrected or 
repeated violations, the Commissioner of human services shall require the nursing facility to 
use efficiency incentive payments to correct the violations. The Commissioner of human 
services shall require the nursing facility to forfeit efficiency incentive payments for failure to 
correct the violations. Any forfeiture shall be limited to the amount necessary to correct the 
violation. 

SECTION 11.045 Changes to nursing facility reimbursement beginning July 1, 1995. 
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SECTION 11.046 Changes to nursing facility reimbursement beginning July 1, 1996. The 
nursing facility reimbursement changes in items A through G are effective for one rateyear 
beginning July 1, 1996. In addition, the Department must determine nursing facility payment 
rates for this rate year without regard to the changes in this section, the results of which will 
serve as the basis for allowed costs in the following rate years. 

A. Except for purposes of the computation of the efficiency incentive in approved 
State plan amendment TN 99-10, Section 11.045, item D, which described the methodolog 
for computing a nursing facility’s efficiency incentive for rates on or after july 1, 1995, the 
operating cost limits in Section 10.020, items A and B, and Section 15.138 do not apply. 

B. Notwithstanding approved State plan amendment TN 99-10, Section 11.045, item 
E, subitem (2), which specified that the Nursing. Home Market Basket forecasted index for 
allowable operating costs and per diems was based on the 12-month period between the 
midpoints of the two reporting years preceding. the July 1. 1995 rate year, the operating cost 
limits in Section 10.020, items A and B are indexed for inflation as in Section 10.010, item B. 

C. The high cost nursing facility limit in approved State Plan amendment TN 99-10, 
Section 11.045, item B, which described how the high cost limit was determined for the July 
1. 1995 rate year, does not apply. 

D. The spend-up limit in approved State plan amendment TN 99-10, Section 11.045, 
item A, subitem (2), which described the allowable operating cost per diem limit, is modified 
as in subitems (1 )  to (3):-
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(1) For those nursing facilities in each grouping whose case mix A operating Cost 
per diem is at or above the median plus 1.O standard deviation of the array, the nursing 

facility’s allowable operating cost per diem for each case mix category is limited 

to the lessor of the prior reporting year’s allowable operating cost per diems plus the inflation 

factor in approved State plan amendment TN 99-10, Section 11.045, item E, subitem ( 2 ) .  

which specified that the Nursing home Market Basket forecasted index for allowable operating 


.... ~ . 
, . .._ .. . ~. costsandperdiems was based oR.:~e-12-rnonth.Beriod.tret.weenthe midpointsof the two 

reporting years preceding the July 1, 1995 rate year, or the current reporting year’s 
corresponding allowable operating cost per diem. 

(2) For those nursing facilities in each grouping whose case mix Aoperating cost 
per diem is between .5 and 1.O standard deviation above the median of the array, the nursing 
facility’s allowable operating cost per diem for each case mix category is limited to the lesser 
of the prior reporting year’s allowable operating cost per diems plus the inflation factor in 
approved State plan amendment TN 99-10, Section 11.045, item E, subitem (2), described 
in subitem (1). above, increased by one percentage point, or the current reporting year’s 
corresponding allowable operating cost per diem. 

(3) For those nursing facilities in each grouping whose case mix A operating cost 
per diem is equal to or below .5 standard deviation above the median of the array, the nursing 
facility’s allowable operating cost per diem is limited to the lesser of the prior reporting year’s 
allowable operating cost per diems plus the inflation factor in approved State plan amendment 
TN 99-10, Section 11.045, item E, subitem ( 2 ) ,  described in subitem (1 ) .  above, increased by 
two percentage points, or the current reporting year’s corresponding allowable operatins cost 
per diem. 

E. A nursing facility licensed by the State to provide services for the physicall! 
handicapped shall be exempt from the care related portion of the limit in approved State plan 
amendment TN 99-10, Section 11.045, item A, subitem (2 ) ,  which described the allowable 
operating cost per diem limit. 

F. Any reductions to the combined operating cost per diem shall be divided 
proportionally between the care-related and other operating cost per diems. 

G.  Each nursing facility’s payment rate, except those nursing facilities whosepayment 
rates are established under Section 21 .OOO, are increased by $.06 per resident per day 

SECTION 1 1.047 Changes to nursing facility reimbursement beginning July 1, 1997. The 
nursing facility reimbursement changes in items A through L shall apply, i n  the ‘sequence 
specified, beginning July 1, 1997. 

A. For rate years beginning on July 1,  1997 or July 1, 1998, the nursing facility’s 
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allowable operating per diem for each case mix category for each rate year shall be limited as 
described below. 

For rate years beginning on July 1, 1997 or July 1, 1998, nursing facilities shall be 
divided into two groups, freestanding and nonfreestanding within each geographic group. A 
nonfreestanding nursing facility is a nursing facility whose other operating cost per diem is 
subject to the limits contained in Sections 19.025, 19.030, or 19.035. All other nursing 
facilities shall be considered freestanding nursing facilities. All nursing facilities in each 
grouping will be arrayed by their allowable case mix A operating cost per diem. 

In calculating a nursing facility’s operating cost per diem for this purpose, the raw food cost 
per diem related to providing special diets that are based on religious beliefs, as determined in 
Section 8.020, item B, shall be excluded. 

For those nursing facilities in each grouping whose case mix A operating cost per diem: 

(a) is at or below the median of the array, the nursing facility’s allowable 
operating cost per diem for each case mix category shall be limited to the lesser of the prior 
reporting year’s allowable operating cost per diem by computing nursing facility payment rates 
based on the payment rate methodology in effect on March 1, 1996 (see approved State plan 
amendment TN 99-10, Section 11.045), plus the inflation factor as established in item D, 
subitem (2), increased by two percentage points, or the current reporting year’s corresponding 
allowable operating cost per diem; or 

(b)  is above the median of the array, the nursing facility’s allowable operating 
cost per diem for each case mix category shall be limited to the lesser of the prior reporting 
year’s allowable operating cost per diems by computing nursing facility payment rates based on 
the payment rate methodology in effect on March 1, 1996 (see approved State plan amendment 
TN 99-10, Section 11.045) plus the inflation factor as established in item D, subiten] (2 ) .  
increased by one percentage point, or the current reporting year’s corresponding allowable 
operating cost per diem. 

(C) For the purposes of this item, if a nursing facility reports on its cost report a 
reduction in cos[ due to a refund or credit for a rate year beginning on or after July 1 ,  1998. 
the Department will increase that facility’s spend-up limit for the rate year following the 
current rate year by the amount of the cost reduction divided by its resident days for the 
reporting year preceding the rate year in which the adjustment is to be made. 

B. For rate years beginning on July 1 ,  1997 or July 1, 1998, the allowable operating 
cost per diems for high cost nursing facilities shall be limited as described. After application 
of the limits in item A to each nursing facility’s operating cost per diems, nursing facilities 
shall be divided into two groups, freestanding or nonfreestanding and arrayed within these 
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groupings according to allowable case mix A operating cost per diems. 

In calculating a nursing facility’s operating cost per diem for this purpose, the raw food cost 
per diem related to providing special diets that are based on religious beliefs, as determined in 
Section 8.020, item B, shall be excluded. 

. . .  
* - - * for thisenursing faclites in eachgrouping whose case mix A operating cost per diems 

exceeds 1.O standard deviation above the median, the allowable operating cost per diems will 
be reduced by three percent. For those nursing facilities in each grouping whose case mix A 
operating cost per diem exceeds 0.5 standard deviation above the median but is less than or 
equal to 1.O standard above the median, the allowable operating cost per diems will be reduced 
by two percent. However, in no case shall a nursing facility’s operating cost per diem be 
reduced below its grouping’s limit established at 0.5 standard deviations above the median. 

C .  For rate years beginning on July 1, 1997 or July 1, 1998, a nursing facility’s 
efficiency incentive shall be determined by first computing the allowable difference, which is 
the lesser of $4.50 or the amount by which the facility’s other operating cost limit exceeds its 
nonadjusted other operating cost per diem for that rate year. Then, the efficiency incentive is 
computed by : 

(1)Subtracting the allowable difference from $4.50 and dividing the result by 
$4.50; 

(2)Multiplying 0.20 by the ratio resulting from subitem (1); 

(3)Adding 0.50 to the result from subitern (2); and 

(4)Multiplying the result from subitem (3) times the allowable difference. 

The nursing facility’s efficiency incentive payment shall be the lesser of $2.25 or the product 
obtained through calculations of subitems ( 1 )  through (4). 

D. For rate years beginning on July 1, 1997 or July 1 ,  1998, the forecasted price 
index for a nursing facility’s allowable operating cost per diems shall be determined under 
subitems (1) and (2) using the change in the Consumer Price Index - All Items (United States 
city average) (CPI-U) as forecasted by Data Resources, Inc. The indices as forecasted in the 
fourth quarter of the calendar year preceding the rate year shall be used. 

(1)The CPI-U forecasted index for allowable operating cost per diems shall be 
based on the 21-month period from the midpoint of the nursing facility’s reporting year to the 
midpoint of the rate year following the reporting year. 
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(2)For rate years beginning on July 1, 1997 or July 1, 1998, the forecasted index 
for operating cost limits referred to in Section 10.010, item B, shall be based on the CPI-U for 
the 12-month period between the midpoints of the two reporting years preceding the rate year. 

E. After applying these provisions for the respective rate years, allowable operating 
cost per diems shall be indexed by the inflation factor provided for in item D, subitem ( l ) ,  and 
the nursing facility’s efficiency incentive as calculated in item C shall be added. 

. .F. di, i­i ,  

343 For the rate years beginning on july 1. 1997. july 1 ,  
1998. and July 1. 1999. a nursing facility licensed for 40 beds effective May 1. 1992. with a 
Subsequent increase of 20 Medicare/Medicaid certified beds. effective January 26. 1993. in 
accordance with an increase in licensure is exempt from Section 11.046. items A to D. and 
Section 11.047. items A to D, respectively. 

G. For the rate year beginning July 1,  1997, for a nursing facility that submitted a 
proposal after January 13, 1994, involving replacement of 102 licensed and certified beds and 
relocation of the existing first facility to a new location, that was approved under the State’s 
moratorium exception process, the operating cost payment rates for the new location shall be 
determined pursuant to Section 12.000. The relocation approved under the State’s moratorium 
exception process, and the rate determination allowed under this item must meet the cost 
neutrality requirements of the State’s moratorium exception process. Items A and B do not 
apply until the second rate year after the settle-up cost report is filed. Notwithstanding Section 
16.000, payments in lieu of real estate taxes and special assessments payable by the new 
location, a non profit corporation, as part of tax increment financing. shall be included i n  the 
payment rates determined under this section for all subsequent rate years. 

H. For the rate year beginning July 1 ,  1997, for a nursing facility licensed for 94 beds 
on September 30, 1996 that applied in October 1993 for approval of a total replacement under 
the State’s moratorium exception process and completed the approved replacement in June 
1995, the Department shall compute the payment rate with other operating cost spend-up limit 
under item A .  This amount is increased by $3.98, and, after computing the facility’s payment 
rate according to this Section, the Department shall make a one-year positive rate adjustment of 
$3.19 for operating costs related to the newly constructed total replacement, without 
application of items A and B. The facility’s per diem, before the $3.19 adjustment, shall be 
used as the prior reporting year’s allowable operating cost per diem for payment rate 
calculation for the rate year beginning July 1, 1998. A facility described in this item is exempt 
from item B for the rate years beginning July 1 ,  1997 and July 1 ,  1998. 


